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’

Munlcrpal officials and Iocal citizens are ‘occasion-
ally called upon to make complicated decisions involv-
Ing large sums ot money to finance long-term capital
faciities. When such financing is considered, both the
~ officials and the general public must look closely at the
consequences of their choices: What are alternative-
approaches to financing capital facilities? What are the
advantagesol each approach? Does the extent of bond
financing vary by ize of town? Haw do bonds differ,
and which types are generally used for difterent pur-
poses”? Finally, what factors affect the choice befween
general obligation bon,de and revenye bpngg?

-those. In smaller communities that participate less
frequently in t fbo_% market—need Information to

assist them-Iin answaring questions such as these ‘

concerning bond financing This publication introduces
three general approaches to financing capital expendi-
tures, discusses the extent of bond use by size of
munlcopaltty. and reports recent findings on types of

_research findings, not as a “‘how- to'' guide on

< s g

P.blic officials in all towns and cntnes ——especually )

bonds- used tor parttcular purposes and the factors
affecling choice of bond type by towns and cities in
Colorado, Mcntana, Washington, and Wyoming during
the period 1967-1977. The information is based on
research conducted under the project *‘The Use and

:nancing ot Bonded Indebtedness by Smail Communi-
ties in Selected States,"’ funded by the Westein Rural

This publication is addressed to local munrcupalﬂ/
officials and to those who advise them on public fj:
nance issues. It is intended as a repor' of origin, V.

procedures of issuing bonds. information on bond is
ing procedures is available elsewhere in a numbe 7ol

£

Development Center. A

publications. (See list of references. QpeCIahets;{vno_ '

would like more technicai detail on the researchyhder-
lying the information in this leatiet are referred, 10 the
parent report by Faas and Jones, 1981.) ,«a‘,

To aid the reader, a glossary of specnattzsd bond
market terminology is included at the end of m;s leafiet.

I
;.t

Alternatlves for Fi mancnng Capltal Pro;ects

-Local government expenditures can be ciassified
as operating or capital expenditures. An operating
, expenditureis a payment to acquire services, property,

or an asset for use i the current. year. Such annual

recurring expenses include employee salaries,. pur-
chase of materials, and maintenance expenses.

A capital expenditure 1S made to purchase, con-
struct, or replace a fixed asset, which is a nonrecurring
project or facility expected to provide service for more
than one year. Examples include land, buildings, streets,
and utility Systems.

A local government ;urlsdrctton may consider three
general approaches to financing capital expenditures:

"pay as you acquire’'' with current revenues or re-
serve funds, “pay as you use’' through debt financing,
or "'get scmeone else to pay'’ by shifting responsibility
to another party or jurisdiction (who is then, however
faced with the choice of 'pay as you acquire'' or ''pay
asyou tise’ .

The. remainder of thrs section discusses various
methods contained in these three alternatives and
. rationales for each. Since the debt financing approach
may involve the use of municipal bonds, major types of
bonds are also introduced.?

Pay-as-you-acquire

This approach tinances capital projects by paying
cash instead of borrowing against future revenues..
Sources of cash include current revenues, accumu-
lated reserve funds, and gifts or grants obtained out-
side the local jurisdiction's normai revenue sources.

‘ The “’pay-as-yousacquire’ method (Center for Capital Market
Research. 1978) el financing capital projetts means paying (;ash
rather than borrowing It is referred to as the “pay-as- you go’
methed In some references However we feel the terms ''pay-as-
you-acquire’’ and ''pay-as-you- use'' provide a clearer distinction
between paying cash and repaying debt

7 Unless noted otherwise, definitions in this section are from A
Capital improvement Programming Handbook, Municipal Finance
~icers Association, Chicago, 1978, pp. 21-23. -

Current revenues are collected trofn general taxa-
tion, fees, service charges, or special funds. The amount
available to spend for capital projectg is the difference
between what is collected and what is required for
operating expenses and prudent reserves. Cy

Reserve funds for future expenditures can be bifilt
up by annual incrernents, or by setting aside unantjci-
pated windfall income, until the balance is large enough
to undertake the capital tmprovement Sources of re-
serve funds inciude earmarked operational revenues,
depreciation accounts, or proceeds from thé sale of
capital assels. Such reserve funds can earn interést.

Outside sources include private gifts from individu-
als, corporations, or foundations, and grants-in-aid from
state or federal governments, When the use of outside
gifts or grants is contegpplated, it is important to keep
local prionities in mind. Most aid programs requrre a
local match of funds, and the financial condition of the
municipality could be seriously impaired if too many
jower priority projects are uncertaken without ade-
quate planning.

Pay-as-you-use

Capital projects can be tmanced By borrowing
against future revenues with bonds, private ot govern-
ment loans, or other debt instruments. Two basic types
of bonds are most frequently used by local governments.

General obligation bonds pledge the unlimited tax-

.ing power and the full faith and credit of the issuing

government to meet the required prin¢ipal and interest
payments. The total amount of general obligationbonds a
local government may issue is normally limited by state. ..
law, and voter approval is required in many instances.

Some states allow municipalities to borrow up to a

specmed limit without voter approval, but require ap-
proval by voter referendum for general obhgatronbonds
issued above that limit. .

Limited liability or revenue bonds are those to
which the income from some specific enterprise is

o Ihe previous numbered page In
3 the original document was blank.
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pledged,. but are not backed by the unhimited taxing
power and the full fath and cfedit of the local govern-
ment.* Such bonds might be used,. for example, to
finance the extension of municipal water lines to newdy
annexed areas of a town or city. Charges made to the
recipients of the service are then committed to repay-
ment of the borrowed money. Revenue bonds are not
considered part of the municipal debt restricted by
legal limitations, and may usually be issued by the local
governing body without prior approval by a voter
referendum.

Private notes or government loans are alternatives
to bond financing within the pay-as-you-go approach.
These include short-term notes issued by local banks
or statewide banking establishments, and low-interest
joans from state and federal agencies.

"Another type of debt instrument is the /ease-
purchase arrangement. Local governments utilizing
the lease-purchase method prepare specifications for
a needed public works project and have it constructed
by a private company or authority. The facility then is
leased by the municipality at an annual or monthly
rental At the end of the lease period, the title to the

" facility canbe conveyed to the municipality without any

further payments. The rental over the years will have
paid the total original cost plus interest. Although locali-
ties in some states have used this method to avoid the
necessity of calling bond electipns or to avoid debt
limits. this type of financing has sometimes. proved to
be excessively costly. Furthermore, its legality has

‘been questioned in some states, while in other states
the obligation is considered as part of the municipal _

debt This method has been used successfully in the
purchase of parklands (Denver Regional Council of
Governments, 1975)

- Get-someone-else-to-pay

A third approach is for the local officials to shift
responsibility for the improvement project to other
parties within the jurisdiction or to some otherjurisdic-
tion. It should be emphasized that wherever the re-
sponsibility is shifted, within or outside the jurisdiction,
"*someone else’’ is ultimately limited to the two basic
financing aiternatives introduced above, either pay as-
you-acquire or pay-as-you-use.

Within the Jurisdiction

Responsibility may be shifted to Specmc partnes
within the jurisdiction through use of special assess-
ments, tax increment financing, or exactions that require
a developer to provide specified improvements before
a subdivision is accepted by the local government.

Special assessment bonds are sometimes used to
finance the construction of streets, sewer lines, storm
drains, or other improvements that affect the value of
ad;acent property. Special assessments are levied

» against the owners of the property and the income is

pledged to repay the bonds. Such bonds usually carry a

. higher rate of.interest than general obligation bonds,

but have the agvantage of not being charged agalnst
the municipal debt limit.

> There are six types of limited tiability bonds, including enter-
prise favenue bonds, leagse-rented bonds, industrial and poliution
control revenue bonds, special revenue bonds, lease-purchase bonds,
and tax increment bonds. 5

»

-

Tax increment financing is used in some states,
where certain areas may be designated as tax incre-
mental financing areas for redevelopment. In this form
of financing, all taxes generated by new developments
are used to retire tax incremental bonds issued by the
municipality for acquisition, -relocation, demolition, ad-
ministration, and site improvemeants.

Exactions are a collection of related techniques
designed to decrease growth or the impact of growth
by making new development pay part of the costs the
development imposes. on the community. These in-
clude connection fees or systems Bevelopment charg:
es; mandatory construction of required improvements,
dedication of land, or payment of money in lieu of such
construction or dedication (Roberts and Pease, 1979).

Another jurisdiction

Responsibility for a project is sometimes shifted to
another jurisdiction, such as a special district or au-
thority, which is created”in most cases to manage
facilities that are supported by user charges. Examples
include water, sewage, and electrical utilities

Special districts with the power to tax are also
created for the purpose of issuing bonds and construct-
ing facilities that may not be self-supporting, such as
cemetery, fire, or hospital districts. Sometimes such
districts are established to avoid restrictive debt limits.

The authority device may offer a convenient method
of financing interjurisdictional facilities. However its
use also creates problems, including the scattering of
governmental responsibility. The debt incurred by an

" authority or special district is still a part of the commu-

nity’s total financial obligation even when it is not
counted in the debt limit of the géneral purpose local
government (Denver Regiconal Council of Governments,
1975).

Joint financing is a method to shift part of the cost
of a'facility to another jurisdiction. An jncreasing num-
ber of cities and counties are finding that both jurisdic-
tions may benefit from joint development of a project.
Construction of city-county oftice buildings, develop-
ment of joint sanitary landfill sites, and shared funding
for ambulance and fire-fighting equipmentin exchange
for service to rural areas are examples. :

Comparisons of pay-as-you-acquire and
pay-as-you-use financing

Pay-as-you-acquire

This approach works well where capital needs are
steady and modest, and financial capability is ade-
quate. There are several advantages, according to the

Municipal Finance Officers Association (1878a):

¢ |t saves interest cost Interest on long-term bonds
can mare or less equal the original capital cost,
depending on interest rates and repayment sched-
ules. Thus, one can pay twice (or more) for a capijtal
improvement even though the annual bill over an

~extended period is disarmingly low.

* Pay-as-you-acquire protects borrowing capacity for
unforeseen major outlays that are beyond any one
year's capability.

e When combined with regular, steady completion of
capital improvements, and good documentation and
publicity, pay-as-you-acquire fosters favorable bond
ratings when long-term financing is undertaken.

9
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e Finglly. the fechnique avoids the inconvenience and.
considerable costs associated with marketing of
bondissues, such as advisers, counsel, and printing.

Pay-as-you-use
The I6cal government may not be able to defer the
capital project until enough cash has been accumlated
to ''pay-as-you acquire."’ The pay-as-you-use approach
allows a local government to pay the cost of the capital
project as the facilities are used, which has several
advantages:
¢ Extended financing avoids awkward fluctuating ex-
penditure cycles caused by pay-as-you-acquire fi-
nancingwhen capitai projects are rarely undertaken.
¢ One view holds that a long-life asset should be paid
for by its users throughout its norrnal life, rather than
all at once by those who may not have the useof it for
the full term. The higher cost due to interest may be

offset, in a growing or stable population, by spread-
ing it over a larger number of users/payers over a
period of time. This approach allows costs to be
synchronized with benefits. The advantage would'be
lost, however, with a declining population, suchasin -
aboom-and-bust situation.

« |ftax rates have to be increased to pay for a series of
capital improvements in a short period of time, it
would not be fair to people who leave after a brief
residence. Pay-as-you-acquire would constitute a
subsidy for those who came after the capital im-
provement was completed and paid for.

* When Inflation is driving up construction costs, it
may be cheaper to borrow and pay today's price
rather than wait and pay tomorrow's price (Municipal
Finance Pfficers Association, 1978a; and Center fo~
Capitai Market Research, 1978).

|

+  Trendsand Practices

o The remainder of this publication addresses munic-
ipal bond hnancmg within the pay-as-you-use approach,
as foliowed in recent years by cities in Washmgton
Colorado, Montana, and Wyoming.

- Extent of bond use by size of municipality .

Does the size of the municipatity affect the volume

of bonds issued, participation in the bond market, and
utitization of bonded indebtedness capacity?

Volume of bonds issued .

The total volume of bonds issued by cities and
towns Is expected to be a function of populationsize. As
population increases, expanded or upgraded capital
facihities are often needed.

Figure 1 shows the totai volume of bonds issued
each year by municipalities in each of the four states

during 1967- 1977 Cities and towns in the two states
with the Iargest total populations in 1977 issued the
largest average bond volumes: Washington with 3.7
mitlion population and $89 miilion average bond vol-
ume, and Colorado with 2.6 million population and $86
mitlion. The two less-populated states—Montana with
800,000 population, and Wyoming, 400,000— issued
$7 million and $10 millign average volume, respectively
(Faas and Jones, 1981)

Furthermore, the dollar volumes of bonds issued
since 1970 by the municipalities in the two larger states
refiected their respective 1otal population increases’
from 1970 to 1977, Colorado gained about 355,000
peopie and Washington had a 250,000 increase, com-
pared with the smaller growth in Wyormng (65,000) and

_ Montana (63,000).

195,000 } Colorad
oraao
180,000 Washington
165,000 | cec-ienens Wyoming )
150,000 Montana '

8
S 135,000

-—

& 120,000

Total volum

30,000
15,000

——"—"”—"—-—""m\ N Y TRy Sree. / ....... :

0

1967 1968 1969 1970 1971

1972 1973 1974 1975 1976 . 1977

Year

: Figure 1+ Total volume of all types of bonds issued by municipallties in four wostern states, 1967-1977 (Faas and Jones, 1981)
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Table 1 1967 77 bond market pdrtimpatlon by Washington mun|C|paI|t|es by size of crty or town
T T T TChes and Towns
Total No _ Issuing ggp_q_s_* o Number of Years Bonds Issuebd

Population of Cities Percent of During 1967-77 Study Period®

Size: Group & Towns* No Size Group 1 ‘ 2:3 4.5 6-11
Under2 500 172 31 18 28 3
2.500-9.999 56 29 52 17 10 2
10,000-49,999 31 30 97 3 7 16 4 .
Over 50.000 6 6 100 6
TOTAL 265 96 36 . 48 20 18 10

Cities andjowns were groupsd by populanon sue on the basns ol lhenr 1977 populations The total number In each 8ize group was determined
trom 1977 Mun:cipal Population by Rank.” pp 60-64 in Offigials of Washington Cities. 1978 79

* Compited trom Public Secunties Association.
New York

Bond market participation

Beyond larger volumes, do larger population cen-
ters participate more frequently in the bond market?
Several studies compared bond market activity by size
of municipality in Washington .

Only 96 of Washington's 265 cities and towns
issued any bonds—general obligation or revenue —
dunngthe 11 yearstudypenod(Faas andJones, 1981)
As shown by Table 1, these issuers included all 6 cities
over 50 000 population, and 30 of the 31 municipalities
1 the 10 000 49.999 population range In contrast,
vond saies were reported for about haif of the 56 citjes
and towns with populations from 2,500 109,999, andfor .
only 18 percent of the 172 towns with less than 2,50
poputation * '

Table 1 suggests that frequency of participation in
the bond madrket also increased with- the size of the
municipality Of the 31 lewns under 2,500 population
1ssuing bonds, 28 did so in only 1 of the 11 yeass
studied Similarly, 27 of the 29 cilies and towns In the
2.500-9.999 population range i1ssued bonds in 3 or
fewer years dunng the period studied Larger citiés
issued bonds more often, however Twenty of the 30

Table 2.

‘Long:- Term Municipal Bond File” (computer tape). 1 World Trade Center, Suite 5271, New York,

cities with 10,000-49,999 popul‘atnon 1ssued bonds in 4
or more of the 11 years, and all 6 of the largest cities
issued bonds in 6 or more of the 11 years studied.
Largenmunicipalities also issued more bonds per
municipality than did smaller towns during the Study
period Sher (1979) examined all general obligation
bonds 1ssued by Washington cities and towns during
1967-1977 As shown in Table 2, the 6 largest cities
(over 50,000 population) averaged 4 7 bonds each, and
those in the 10,000-49,999 range averaged 2 6 bonds
each Cities and towns in the:1,000-4,999 and 5,000-
9,999 size groups each averaged about 1 bond per
municipality. and the smallest towns (under 1,000 pop-
utatu' averaged less than 1 bond for every three
sduring the 11-year period.

Similarly,. smaller towns tended to piace a bond
Issue before the voters less frequently than did the
larger towns. Kliem{1980) found that only 45 percent of
the 78 Washington towns responding to tus 1979 sur-
.vey of mayors had attempted a general obligation bond
referendum during the previous ®Pyears. While less
. than one-fourth of the 29 towns under 1,600 population
had attempted a genesal obligation bond issue, over
half of the 38 municipalities in the 1,000-4,999 group

Number of general obligatuoﬁ bonds 1ssued, 1967-1977, and

number of Washington cities and towns by population size

Population ~Number of Bonds Number of Cities  Average Number
Size Group Issued* and Towns® of Bonds Issued
Under1,000 . . ... 33 109 03
1,000-4,999 . 93 102 v 0.9
5,000-9,999 . . e 19 17 ‘ 11
10,000-49,999 . . ... 81 - 31 2.6
OVEr 50,000 . . oo o e 28 6 4.7
TOTAL . .. e 254 265 X
*Sher.1979

® Cities and towns were grouped by population size on the basis of their 1977 populations (Officials in Washington cities. 197879, 1978)

. * The data set analyzed by Jones included ail bond 18sues listed
in the Public Securities Association Long-Term Municipal Bond File,
which had originally been recorded from issues appearing In The
Daily Bond Buyer. a financial market periodical Although this data
source '8 widely regarded as comprehensive by industry sources, a
comparison of this data with independent primary resoarch by Sher

)

6

tevealed that The Daily Bond Buyer or the Long-Term Municipal
Bond File falled to list many small bdnds under $100,000 in size
18sued by Washington municipalities The data source was essen-
tially complete for 1gsues larger than $500,000, however These
limitations of the data set employed by Jones should be considered in
interpreting the resuits reported by Faas and Jones (1881)
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and negrly twe-thitds of the 171 ciies 4nd towns in the
LA 9 999 range had placed a general obhigation
bond issue before the voters

One implication of the above tindings 1s that offi-
¢iais and staffof smalier municipalities who participate
ess frequently in the market may be less experienced
in deahing with bond buyers This is supported by a
recent survey of Washington mayors {(Wandschneder,
etal 1982)

Bonded lndobtodnoss capacity

The utiization of bonded Indebtedness capacity did
not appear to decrease with decreasing size of munici-
palily, however Table 3 presents comprehensive data

ness capacny in 1975, as authonzedby state law, than
did a sarnple of 16 eastern Washington small towns
studied by Rozell (1977)

While 12 5 percent of the towns under 2,500 popu-
lation used 30 percent or more of their bonded indebt-
edness capacity, none of the 37 largest cities and
towns, with 10,000 or more population, used.over 20
percent. Only 75 percent of the 16 towns undér 2,500
population used 10 pescent or less of their bonded
indebtedness capacity, compared with 88 percent of
the 17 municipalities with populations of 10,000-19,999,
and B0 percent of the 20 cities over 20,000 population.
Small towns in Washington do not appear to be any
more apprehensiye in using general obligation bonds to

raise long-term fi cing for capital facihties than are
the 37 largest cities ih the State

prepdred by the office of the Washington State Auditor
suggesting that the 37 largest cities and towns In
Washington had used less of their bonded Indebted-

Table 3 Washtnqton city and town utilization of general obligatién bonded indebtedness capacny by size ot
rnumcrpaltty 1975

Use of Bonded Indebtedness as Percentage of
Maximum Indebtedness Authorized by State Law®

p. e e e e

010 P&cent 11-20 Percent More Than 30%

Population Number Municipalities No of % of No of % of No of % of NotReporting

Size (Group in Group Munlc Group MUﬂIC Group Munic Group No %
i . - e - —- P, f e ot e
Over 20.000° 20 16 80 3 15 - 1 5
100 1 nagh 17 15 88 1 6 ' 1 6
Under 2 500 16 12 75 2 125 2 125
e Al glor Stateygenera! obhgation debt imitgtions for citier. and towns total 7 5'perc ent o full ass 9ssed valudhon consisting ot geneml
Fapene L M pecect Gbhiben O S percent and open spaces and parks 45 percent .

wrped o Extent of Indebledness Calegory 1 Ciies in Local Government Comparative Statistics 1975

Mogen 1477

Types of bonds for particular uses
Municipalities in the four states sold $2 3 bitiion
total vohume of bonds during the 11-year period studied
by Jones General obligation bonds comprised nearly
44 percent of this volume, and 47 percent were utility
and quast ulilly revenue bonds The remainder were
other kinds of revenye bonds, including lessee revenue

bonds (8 percent) and miscellaneous-severance tax
revenue bonds (1 percent)

Table 4 shows that water, sewer, and other utilities
were the most popular use of bond tinancing and
accounted for nearly 40 percent of the volume, as
might be expected given the cos} of such projects

Table4 Bond hnancrnq by type ot bond and use of pr\aceeds for rnunucupaltttes In four western states 1967 77

i - . TYPE OF BOND

General Obltg*)n Revenue Total
Use of Proceeds Vqurne ($1 000) Vqurne ($1 OOO) Volurne ($1 OOO) Percent

Waler. sewerandother uhhttes 318 252 570 754 889,006 387
Refinancing 266,892 258,546 525,438 228
Ports, atrportsandtransportatton 57.508 355,430 - 412,938 179
Recreation andparks 53,240, 16,955 - 70,195 35
Public housing and/or hospitals 27,000 18,740 45,740 20
Streets #nd roads® 31,964 - 31,964 14
Municipal administration 12,478 12,478 06
Public safety 12,862 12,862 08
Cuiturat or community education 11.630 320 11,950 05
Classihedorunknownuses 218,286 71,941 290.227 126
Total ($1.000s) . : 1,010,112 1,292,686 2,302,798

(Percent) v 439 56.1 1000
* Figures, for streets and roads do not include ‘;pecml as¢ ,e-;ernent bond'; ts';ued lor Iocal tmpr0vement dtSlltClS

SOURCGE Faas and Jones 1981

C . , 7




Utility revenue bonds provided more than three-fifths of
the financing of utility projects.

About 23 percent of total volume was used for
-reflnancmg with nearly equat volumes from generai
obligation and revenue bonds.

Ports, airgorts, industrial deveiopment, and other
transportation uses accounted for nearly 18 percent of

the total municipal bond volame. More than one-half of

this volume (56 percent) was raised through quasi-
utility and utility revenue bonds, and nearly 30 percent
with lessee revenue bonds.

Recreation and parks accounted {or only 3.5 per-
cent of total municipal bond volume, of which over
three-fourths was raised through general obligation
bon‘fs Public housing and/or hospitals represented 2
percent of the total volume. with' nearly three-fifths of
this use coming from genesal obiigation bonds.

Streets and roads, public satety, municipal admin-
istration, and cuitural and community education each
accounted for abdut 1 percent of the total volume of
bonds reported 1ssued by municipaiities. These four
uses were financed almost entirely by the sale of
general obligation bonds

Comparison of genorai obligation

and revenue bonds

Revenue bond interest rates are almost always
higher than general obligation interest rates because
they are not backed by the full faith and ciredit of the
local jurisdiction

Economic theory suggests that, ail Other thmgs
being equal, as general obhigation bond interest 1ates
decrease relative 10 revenue bond interest rates, the
use of general obligation bonds increases as a per
centage of tolal bona volume Analysis ot bond market
performance data in the four states over the 11 vear
period, however, found no evidence that bond i1ssuers
chose between general obligation and revenue bond
issues on the basis of interest cnst (Faas and Jones,
1981)

A rival hypothesis is that other institutional factors
are given more weight. For purposes for which revenue
bonds can be used, revenue bonds offer several advan-
tages over general obligation bonds:

¢ Governing body approval for revenue bonds is usu-

‘ally easier to obtain than is voter apprfoval of a

-referendum for general obligation bonds. -

¢ The facility financed by revenue bonds is paid for by

users of the facility rather than by taxpayers in

general.

¢ Some needed lmprovements may be undertaken by

revenue bond financing, even if thelocality isupto its

legal debt or taxing limit for general obligation bonds

and ad valorem taxes. '

Beyond higher interest rates, there also are disad-

vantages In using revenue bonds rather than general
obligation bonds: /

¢ Revenues for the facility ar realized until the

facility is in operation. ,

* The debt incurred by revenue bonds, as a practical

matter, still must be counted as an obligation of the

- local taxpayers when analyzing community financial

obligations.

Historical trends by bond type

As noted earlier, the dollar volume of revenue
bonds exceeded the volume of general obligation bonds
in the four states Likewise, the average size and
maximum size of revenue bonds were larger than for
general obligation bonds in each of the four states
(Table 5) However, only in Washingtondid the average

number of revenue bonds i1ssued per year exceed that

for general obligation bonds (Figure 2). Washington
municipahties appear to have utilized more revenue
pond volume to accommodate its 1970-1977 popula-

- tion growth, while Colorado muncipalities yssued more

general obligation bond volume during the same period
of population growth (Figure 3).

Table 5 Comparison of the average size,,average number, and range in size of general obligation and revenue
bonds-for cities and towns in four western states, 1967-1977
: STATES
Colorado Montana Washington Wyoming

Average Snze($) ‘

G.0%. RO 4,064,283 330,566 2, 033 20890 1,177,545

REVENUe ... ..., e 4,290,506 2,262,000 4,819,713 5,893,843
Average Number of |ssueleear :

GO. ... e 13.18 2.72 11.36 3.0

RevVenUe .. ........ccccceeiiiieiiiiiiie o 7.55 2.72 13.64 1.18
Range in Size ($1 OOOS)

GO i e 50-28,550 18-1,969 15-41,535 18-8,900

Revenue .............. ST PSRPSRTO 33-47,415 20-18:000 50-112,380 155-25,000

SOURCE Faag and Jones, 1981
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This publication defines operating and capital ex-
penditures, and outlines three approaches to financing
capital projects. The two basic types of bonds most
frequently used by local governments in the pay-as-
you-go approach are general obligation bonds and
revenue bonds.

A prafile of bopd practicesand trends in-four western

‘states during the period 1967-1977 Is also presented.

Municipalities in Washington and Colorado—states
with five times the combined population of the states of
Montana and Wyoming—issued ten times the dollar
volume of bonds as did municipalities in the latter two
states Three studies found that participation in the
bond market increased with size of Washington cities
Indicators of participation included number of years in

* )

SUmmaky

the market, number of general obligation bonds issued,
and frequency in placing a bond i1ssue before the
voters. Based cn use of bonded indebtedness capacity
in 1975, however, small towns In Washington do not
appear to be any more apprehensive in using general
obligation bonds than are the 37 largest cities 1 the
state.

Revenue bonds provided 56 percent of the $2.3
billion totat volume o! bonds soid by municipalities in
the four states during the 1966-1977 study period.
Water, sewer, and other utilities accounted for nearly
40 percent of all the municipal bond volume. Analysis of

"bond market performance data found no evidence that

bond issuers chose between general obligation and
revenue bond 1ssues on the basis of interest cost.

Glossary

Bond: A written promise to pay a specified sum of
money (called the face value or principal amount) at a
specfic date or dates in the future {called the maturnity
date or dates) together with periodic Interest at a
specified rate The dilference between a note and a
bond 15 that the latter runs for a longer period of time
and requires greater leqgal formaity

Debt Limit: The maximum amount of debt that a
governmental umt may incur under constitutional, statu-
tory. or charter requirenents The imitation 1S usuatly
some percentage of taxabie valuation and may be fixed
upon either gross or netdebt The legal provision In the

latter case usually specities what deductions froni

gross funded debt are allowed to calculate net debt

Full Faith and Credit: A pledge of the general
taxing power of a government to repay debt obligations

(typically used In reterence to bonds)

General Obligation Bond: A bond for which the -

full taith and credjt of the 1ssuer has been pledged for
payment A limited general obligation bond is a general
obiigation bond that may be i1ssued by an elected
governing body without voter appreval ilis sometimes

referred to as a couhciimatc bond, because in Wash-
ingtcn State limited ger.eral obligation bonds can be
Issued by a majority vote of the town council

Revemue Bonds: Bondsissued o provide the capi-
taltor financing revenue-producing assets or activities
Revenue bond interest and amortization 1S normally
paid from the revenues generated by the enterprise
Debt service 1s not guaranteed by the fult faith and
credit of the municipality, therefore, if there 1s a default,
the i1ssuer is under no obligation 10 make payments
from general revenues

Special Assessment Bonds: Bonds payable from
the proceeds of special assessments against benefited
property These include localimprovement bonds, which
are used to finance expenditures cf a iocal iImprove-
ment distr/ict whose boundaries are generally different
from those of the municipality. These bonds constitute
or¢ alienon the specific pieces of property and are not
a general obligation of the entire taxing district.

Sources for the glossary are Municipal Finance
Officers Association. 1978b; Lubov. 1979, and Sher,
1979.
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